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The Honorable Wilbur D. Mills, Chairman
Committee on Ways and Means
House of Representatives
1134 Longworth House Office Building
Washington, D. C.
Dear Mr. Mills:

The stated purpose of H.R. 12272 is "to reduce the
50-percent requirement to 25 percent between first and second
levels and to include third-level foreign corporations in the
tax credit structure if the 25-percent test is met."
The Institute's Committee on Federal Taxation is
wholly in accord with the objective of this bill.
In fact,
a reduction of the 50-percent ownership requirement had previously
been urged in recommendation number 66, contained in our
Recommendations for Amendments to the Internal Revenue Code,
which was submitted to the Committee on Ways and Means of
the House of Representatives in June 1965. We are of the
opinion that the bill is responsive to the business conditions
that exist today in the area of foreign investment.
In many
cases it is necessary to have local nationals own more than
50 percent of the stock of foreign corporations.
Furthermore,
the corporate structures of foreign investments are becoming
increasingly complex as the result of such factors as circum
stances existing at the time of acquisition and specialized
business arrangements.
However, we believe that there is no reason, in
view of these situations, to limit the tax credit to third-tier
foreign corporations.
We recommend that the deemed foreign
tax credit should be permitted with respect to any lower tier
foreign corporation which has at least 25 percent of its voting
stock held by a foreign corporation in the tier above it.
We recognize that this proposal could, as the result
of numerous successive tiers, result in a deemed foreign tax
credit in a situation where the ultimate beneficial ownership
by the U.S. corporate shareholder is insignificant.
(Under
H.R. 12272, such ultimate beneficial ownership could be as
little as .625 of 1% — 10% of 25% of 25%).
We therefore
further recommend that there should be a requirement that the
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U.S. corporate shareholder have at least a 5 percent ultimate
beneficial ownership of voting stock in any lower tier corpora
tion.
This 5 percent is the same as the minimum ultimate
beneficial ownership which is required under present law with
respect to a second-tier subsidiary (10 percent of 50 percent).
We further recommend the following specific proposals:

1.

Desired Technical Change in Section 960.
Section 960 of the Internal Revenue Code
of 1954 allows a deemed foreign tax credit
with respect to amounts included in the
gross income of a domestic corporation
under Section 951(a).
Present Section
960(a)(1)(B) is parallel to present Section
902(b).
If Section 902(b) is amended,
corresponding changes should be made to
Section 960.

2.

Effective date (Page 4, lines 15 to 19).
On line 16, the comma after "corporations"
should be deleted.

On line 18, the phrase "by domestic
corporations" should be inserted between
the words "received" and "from " This
would make fully clear, for example, that
the bill permits a flow-through of tax
credits from any tier below the second in
any case where the U.S. corporate shareholder
receives a dividend from a first-tier
corporation after the enactment of the bill.
In other words, whether the payment by
the third-tier corporation to the secondtier corporation was before or after enactment
of the bill would be of no consequence.
We would be pleased to provide any amplification of our
recommendations which you may deem necessary.

Very truly yours,

Donald T. Burns, General Chairman
Committee on Federal Taxation

cc: Members of the Committee on
Ways and Means

Mr. Leo H. Irwin,

Chief Counsel

